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(1) 

THE GLOBAL FINANCIAL CRISIS AND 
FINANCIAL REFORMS IN NIGERIA 

Tuesday, November 16, 2010 

U.S. HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL 

MONETARY POLICY AND TRADE, 
COMMITTEE ON FINANCIAL SERVICES, 

Washington, D.C. 
The subcommittee met, pursuant to notice, at 3:10 p.m., in room 

2128, Rayburn House Office Building, Hon. Gregory W. Meeks 
[chairman of the subcommittee] presiding. 

Members present: Representatives Meeks, Driehaus; and Miller 
of California. 

Chairman MEEKS. This hearing of the Subcommittee on Inter-
national Monetary Policy and Trade will come to order. 

We will have opening statements for the record, and without ob-
jection, all members opening statements will be made a part of the 
record. 

We have some extraordinary witnesses here today. 
I will recognize myself for the first opening statement, and we 

will move on. I hope that we are not interrupted by votes, but we 
will try to do as much as we can as we are trying to wrap up the 
111th Congress. So there is a lot that is going on. 

But, before I begin, I would like to thank Representative Miller 
for working hard and helping organize and bringing this critical 
hearing on the financial crisis impact on Africa and the reforms 
being implemented by Nigeria. He has been an extraordinary part-
ner in the 111th Congress, and I look forward to continuing to 
work with him in the reverse roles in the 112th Congress. 

Mr. MILLER OF CALIFORNIA. Absolutely. 
Chairman MEEKS. I think that how we have worked and con-

ducted ourselves on this subcommittee is an indication of what 
America wants, folks working together. You have been very cooper-
ative, and we have been working very closely together, and I look 
forward to continuing to do that. 

I would also like to thank our distinguished witnesses for agree-
ing to testify before Congress today. In particular, I would like to 
thank Governor Sanusi and Director Oteh for traveling all the way 
from Nigeria to testify before the subcommittee. 

It is quite uncommon for senior government officials from an-
other country to agree to testify before the United States Congress, 
but these are unusual times in which we live in. The global finan-
cial crisis from which the world is only beginning to emerge con-
tinues to hang over many nations’ recovery plans. Most emerging 
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markets, including Nigeria, were adversely impacted by the sec-
ondary effects of the crises in the form of collapsing demand and 
prices for their primary exports as well as dramatic decrease in re-
mittances. 

Over the past 2 years, I have been privileged to lead two bipar-
tisan congressional delegations to the continent of Africa. These bi-
partisan delegations focused on the impact of the financial crises 
and global recession in Africa, the programs implemented by the 
multilateral institutions to prepare African nations for the expected 
effects of the crises, as well as the support the continent received 
to cushion the impact of the crises. 

In February of 2010, Chairman Melvin Watt and I co-led a bipar-
tisan delegation to Nigeria where we had the privilege of meeting 
with Mr. Sanusi, the Governor of the Central Bank of Nigeria, 
whom I’m delighted to see here today. 

Our working lunch meeting with the Governor followed an over-
night flight to Nigeria and no rest at all before engaging in an ag-
gressive meeting scheduled that day. Jet lagged and tired meant 
that we were struggling to stay focused in some of our meetings. 
But as soon as the Central Bank Governor began to speak, every 
single person in attendance caught a second wind. We got pumped 
up, as they say. 

Our working lunch went well over the allotted time as we dis-
cussed and debated the impact of the financial crisis in Nigeria, the 
tough decisions he and his colleagues had to make as they evalu-
ated the health of the nation’s leading banks, and the political and 
economic pitfalls of bailing out failing financial institutions, as well 
as the initiatives to establish a so-called ‘‘bad bank’’ to acquire the 
toxic assets from these banks’ balance sheets to get the banks lend-
ing again. 

It was also fascinating to hear how Nigeria held the leaders of 
the failing banks accountable in a way that many Americans wish 
had also been done here for the leaders of financial institutions 
that benefited from the taxpayer-funded bailouts. 

Governor Sanusi also engaged members in a great discussion 
about the need to reform the entire financial sector in Nigeria, 
which he will address in his testimony today. 

But one point in particular strikes me as something we struggled 
with here, also. Creating differentiated banking licenses allows spe-
cialized banks to emerge serving critical parts of the market with 
targeted products and services. Yet each such institution must be 
subject to appropriate oversight and strong regulatory framework 
so as to not trigger regulatory shopping or regulatory rates at the 
bottom as we arguably witnessed in this country. Increased capital 
requirements and more stringent risk management structures for 
the most systemically significant institutions will help Nigeria and 
Africa, as a whole, mitigate systemic risk going forward. 

Lastly, improved regulation of capital markets to promote trans-
parency will be critical to attract the necessary capital to finance 
Nigeria’s exceptional growth potential and private-sector develop-
ment needs. 

In many ways, the discussion we had in the hotel conference 
room in Nigeria reflects the debates we are having here in the 
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United States as we consider necessary reforms to our own finan-
cial sector. 

Following the meeting, all members in attendance agreed that 
we had to invite the Governor and his colleague, Ms. Oteh, as well 
as the incredibly knowledgeable Mr. Moss from the Center for 
Global Development to testify before Congress and to tell Nigeria 
and Africa’s story. Hearing this and listening to our witnesses 
today will better inform our support for assistance and reforms in 
emerging markets. 

In closing, I would like to point out that much of the work that 
we have done here in this subcommittee to push the international 
institutions seems to have yielded results, as Africa seems to have 
endured fairly well through the crises and may be on track to re-
sume on the positive growth path it was on prior to the financial 
crisis. 

So, with that, I would like to once again thank our distinguished 
witnesses for making the long journey across the Atlantic to appear 
before this committee today, and I look forward to having a spirited 
and informative discussion. Thank you for your participation here 
today. 

I now turn over for an opening statement to my friend and col-
league, Mr. Miller. 

Mr. MILLER OF CALIFORNIA. I want to thank my friend, Chair-
man Meeks, for convening this hearing on reforms under way in 
Nigeria’s financial system. And I say ‘‘my friend’’ because it is true. 
He is my friend. Politics should never be personal. In our case, it 
never has been; and it never will be. He is my friend, and I believe 
I’m his friend. 

Financial crisis has hit all nations. Many nations like Nigeria 
were victims of the follow-on effects of a recession as capital that 
once flowed to Nigerian institutions quickly left the country. This 
withdrawal harmed businesses and individuals in the country and 
exposed some remaining flaws in the financial services sector. 

Fortunately, there are individuals who have worked to right the 
system, bring stability to the country, and provide the foundation 
for prosperous economic growth going forward. I want to thank 
them for their efforts they have done, and I look forward to work-
ing with them in the future and hearing your insight. 

I’m looking forward to the witnesses today, and I’m not going to 
waste any more of our time. Thank you. I yield back the balance 
of my time. 

Chairman MEEKS. I know that Governor Sanusi has given us 
previously a written statement, but he has also asked to have sub-
mitted for the record an appendix to his submission, and I ask that 
it so be submitted in the record without objection. 

We want to jump right into it. We really—for an individual 
whom I think for this subcommittee needs no more introduction 
than we talked, we were so impressed with him and what he has 
done as the Governor of the bank in Nigeria, and I would ask him 
to start off with an opening statement, and then we will go to Ms. 
Oteh. But for purposes of trying to save some time, we will go right 
to Governor Sanusi. 
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STATEMENT OF LAMIDO SANUSI, GOVERNOR, CENTRAL BANK 
OF NIGERIA 

Mr. SANUSI. Thank you very much, Chairman Meeks and Rank-
ing Member Miller. I would like to thank this committee for being 
kind enough to invite us to testify. It is an honor for us as rep-
resentatives of the Nigerian Government to come and speak to the 
U.S. Congress on what has been happening in Nigeria. 

Chairman Meeks has, of course, referred to the meeting we held 
in February 2010. A lot has happened since then; and I would like 
to, for purposes of completeness, simply briefly go over the impact 
of the crisis on Nigeria and the steps we have had to take as regu-
lators. I will try to avoid saying much about the capital market, be-
cause Ms. Oteh will handle the capital market side of the reforms. 

As mentioned, the Nigerian economy was affected by the second 
round of impact of the global financial crisis. The Nigerian finan-
cial markets were not fully integrated into the world economic sys-
tem, but certainly we have an economy that is very much depend-
ent on volatility of oil, government revenues, and exchange rates. 
The level of foreign reserves was intricately tied to the price and 
volume of oil. 

In 2007, as the committee will recall, oil price ranged up as high 
as $145 to $147 a barrel, and Nigeria was pumping more than 2 
million barrels a day. This led to an increase in government reve-
nues and building up of an excess crude reserve, but it also created 
a lot of liquidity that could not find its way into the real economy 
and went instead into nonpriority areas, particularly the capital 
markets. The result was that the Nigerian Stock Exchange grew by 
more than 5 times, which in 2004 and 2007, the banking sector 
alone had its value multiplied by over 900 percent in 3 years. 

A lot of that was driven by margin lending. It was also driven 
by a lot of proprietary position hidden in MOF loans, and there was 
a lot of share price manipulation and fraud by bank executives who 
set up SPVs to trade on the Stock Exchange. 

When the price of oil crashed—and in Nigeria, you will recall we 
then had the Niger Delta crisis, so we had a double whammy, a 
collapse in price and a collapse in output—the liquidity was taken 
out of the system, and the stock market crashed. This was after the 
collapse of Lehman Brothers, and that exposed inherent weak-
nesses in the Nigerian banking system. 

It soon became clear that a number of banks had deep and seri-
ous liquidity problems that were structural in nature. The Central 
Bank reacted like all other central banks with quantitative easing, 
reducing cash reserve requirements, reducing liquidity ratio re-
quirements, and opening up an expanded discount window, but 
none of that addressed the problem. 

As I said, I became Governor in June 2009, and it was clear that 
we had to look much deeper at the root of the problems. We sent 
in examiners; and, as I briefed the committee, we discovered a 
number of things. 

First of all, we discovered that there were huge concentrations by 
the banks in the capital market and to all marketing. We also dis-
covered serious governance issues and had to try a number of chief 
executives. As of October of this year, we have been able to secure 
the conviction of one of the chief executives and to recover assets 
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taken from the bank worth about $1.2 billion. These assets were 
real estate assets in the United States, in South Africa, in Dubai, 
and in Nigeria. 

We have set up an asset management corporation. We—the 
board has been approved. The AMCON has already announced it 
is going to purchase 2.2 trillion naira worth of bad loans from the 
banks, and that will clean up the banking system. We have re-
ceived a lot of support from the IMF, the World Bank, IFC, Ex-Im, 
the European Investment Bank, and ADB, as documented in the 
paper and appendix. 

We have had to review the universal banking model and create 
and insist that banks restrict themselves to banking business. The 
details of that should come into testimony on exactly how it is 
going to work. 

We have different levels of authorization for the banks, as rightly 
mentioned—international, national, and regional. We do have spe-
cialized banks for mortgages, development, financial institutions, 
noninterest banks; and this is all in there for healthy development 
of the Nigerian financial system. 

Finally, as we are running out of time, at the heart of the prob-
lem with financial crisis is the lack of integration of the financial 
economy with the real economy; and we have focused on making 
sure that banks actually lend to the real sector, as opposed to lend-
ing for capital markets and speculation. And with AMCON, clearly, 
as indicated in our appendix, we have gotten the banks to agree 
to put aside 30 basis points on their balance sheets for 2011 for 10 
years. So the banks are, in essence, going to pay the cost of the 
bailout, and there will be no addition to the fiscal deficit, and that 
is going through legislation in Nigeria at this moment. 

This I think highlights the key features of the intervention of the 
Central Bank, and there are others that will be taken by Ms. Oteh, 
and hopefully in discussions we will go into detail. Thank you very 
much. 

[The prepared statement of Governor Sanusi can be found on 
page 40 of the appendix.] 

Chairman MEEKS. Thank you. Thank you for your testimony. 
Now, we have Ms. Oteh, who is the Director General for the Se-

curities and Exchange Commission of Nigeria. Welcome. 

STATEMENT OF ARUNMA OTEH, DIRECTOR-GENERAL, 
SECURITIES & EXCHANGE COMMISSION OF NIGERIA 

Ms. OTEH. Thank you, Chairman Meeks, and other members of 
the subcommittee for the invitation to join Governor Sanusi and 
Mr. Moss to testify at this hearing on the global financial crisis and 
the financial reforms of Nigeria. 

I will focus my testimony primarily on the impact of the global 
financial crisis on the Nigerian capital markets and the reform 
agenda that we at the Securities & Exchange Commission in Nige-
ria have embarked upon since I assumed duty on the 7th of Janu-
ary of this year. 

This testimony is both timely and relevant to the challenges that 
we face in Nigeria, that you face in the United States, and that the 
rest of the world faces. It is auspicious also as we seek, as the Ni-
gerian Securities and Exchange Commission, to seek to strengthen 

VerDate Nov 24 2008 12:59 Jan 14, 2011 Jkt 063123 PO 00000 Frm 00011 Fmt 6633 Sfmt 6633 K:\DOCS\63123.TXT TERRIE



6 

our partnership with the U.S. Securities and Exchange Commis-
sion. We believe a strong partnership with the U.S. SEC is critical 
to building a world-class capital market and that it is mutually 
beneficial in the fight against financial crime, which knows no bor-
ders, and in our common objective of maintaining capital markets 
that are of the highest integrity. 

We do believe that for our country, Nigeria, despite its enormous 
wealth, that whether in terms of natural resources or in terms of 
human resources that we are yet to truly realize our potential as 
a country. We believe that world-class capital markets will clearly 
enable us to do so for a number of reasons. Because world-class 
capital markets foster a meritocracy, they foster good corporate 
governance, they encourage innovation and entrepreneurship, 
which in our view will create job opportunities that will harness 
the skills and entrepreneurial zeal of the many hardworking Nige-
rians that Nigeria has been blessed with. 

As the ethics regulator of the Nigerian capital markets, whose 
mandate it is to regulate and develop these markets, the goal of 
our reform agenda of the SEC is to build a world-class market that 
will enable Nigeria to diversify its economy, finance its huge infra-
structure needs, and enhance its business climate and environ-
ment. 

What we consider a world-class capital market is one that always 
engenders investor confidence, that has the breadth and depth in 
terms of product offerings and is characterized by market integrity, 
and also has a strong regulatory framework and a strong and 
transparent disclosure and accountability regime. We believe that 
it is also one that is fair, it is robust and has an efficient market-
place. 

While the global financial crisis has been devastating, we believe 
that it has created an opportunity for us to refocus on building a 
world-class capital market and to leverage the lessons that we 
learn from our own experience as well as the lessons that other ju-
risdictions have had. 

The testimony that we have submitted outlines the impact of a 
crisis on Nigeria in general and then outlines the key elements of 
the reform agenda that we have embarked on. It also encourages 
and asks you to continue to support the relationship that your 
country, the United States, has with our country and to continue 
to encourage the multilateral agencies to support us in our endeav-
ors. 

As Governor Sanusi mentioned, the global financial crisis was 
very multifaceted. It led to a dwindling of government revenues. It 
also led to a weakening of our currency. It exposed the weaknesses 
both in the banking sector and fueled in our mind an unprece-
dented stock market crash, undermining confidence in the financial 
sector. We believe that the effect of a crisis would have been worse 
had it not been some of the progress that our country has made 
with respect to a sound macroeconomic management, notably since 
2003 when we set up the fiscal oil rule, when we embarked on a 
number of reforms including a very elaborate pension reform which 
enabled us so far to build up more than $10 billion in pension as-
sets that are managed on a defined contribution basis. 
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We believe that despite the fact that there was excessive risk- 
taking in our markets, despite the fact that both retail and institu-
tion investors did have huge losses, we feel that some of the meas-
ures that we have put in place today are clearly able to prepare 
our markets for what it should be. We feel that it is important to 
continue to show that our markets, whether it be the banking sec-
tor or whether it be the capital markets, that we will not tolerate 
anything that is improper. So, like the Governor of the Central 
Bank, my colleagues and I have been taking enforcement action 
that we consider has been unprecedented in the history of our stock 
markets; and I will mention a few of them. 

As a fallout from the crisis in the banking sector, we had a joint 
investigation between ourselves and the Central Bank which led us 
to identify a number of market abuses that happened in bank re-
form. As a result of those findings, we have taken 260 individuals 
and entities to our investments and securities tribunal. We are ex-
pecting that illegally gained profits will be dislodged and that, 
where possible, that investors will be restituted. We have also 
taken steps to strengthen the Nigerian Stock Exchange so that it 
can continue to play the role that it should play as the visible sym-
bol of our stock markets. 

I will focus—I look forward to you reading the rest of my submis-
sion. But I do want to, through you, thank the U.S. Securities and 
Exchange Commission for the relationship that we have built in 
such a short time. 

One of the things that we were fortunate to have happen is to 
have a team from the U.S. SEC come and visit us very early in my 
tenure to evaluate and peer review our capital markets. Through 
the work that they have done and the recommendations that they 
have made, we are able to support some of our own work and our 
views on how we can build a truly world-class capital market. We 
are also leveraging our relationship with other international securi-
ties commissions and indeed have been a member of the Inter-
national Organization of Securities Commissions for several years. 

I was recently elected as the Chairperson of the African Middle 
East Regional Committee of IOSCO, and we are proud to note that 
we are signatory ‘‘A’’ of the IOSCO memorandum of understanding. 

Like the Central Bank Governor said, we have also received 
great support from all the multilateral agencies; and indeed in 
building our fixed income market we have a resident adviser who 
was sponsored by the World Bank. 

I hope that my submission has contributed to an understanding 
of the impact of the impact of the global financial crisis on the Ni-
gerian capital market. As I have indicated, while the impact of the 
financial crisis has been devastating, the silver lining is the oppor-
tunity that it gives us to build a world-class market, as this is crit-
ical to Nigeria’s economic and social progress. 

Once again, I wish to sincerely thank this honorable body for the 
opportunity to give this testimonial and I look forward to your con-
tinued support. Thank you. 

[The prepared statement of Director-General Oteh can be found 
on page 27 of the appendix.] 

Chairman MEEKS. Thank you so very much for your testimony. 
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Now, we are delighted to have with us Mr. Moss, who is a Vice 
President and Senior Fellow at the Center for Global Development. 
Thank you for being here. 

STATEMENT OF TODD J. MOSS, VICE PRESIDENT AND SENIOR 
FELLOW, CENTER FOR GLOBAL DEVELOPMENT 

Mr. MOSS. Thank you Chairman Meeks, Ranking Member Miller, 
and members of the subcommittee. I appreciate the opportunity to 
appear before you today to discuss the effects of the global financial 
crisis on Africa and U.S. interests in Nigeria’s future. 

In 2009, much of Africa saw a sharp slowdown in private capital 
inflows, and the region’s growth rate fell by more than half. But 
this decline was mitigated and the outlook today for Africa is much 
brighter in large part due to the aggressive response of the multi-
lateral development banks which accelerated lending to com-
pensate for this drop-off in private capital. For this reason, my first 
point today for the subcommittee is that the multilaterals are crit-
ical to the recovery of the global economy and worthy of robust U.S. 
support. 

I would urge Congress to look favorably upon the soft loan win-
dow replenishments and the general capital increases for the Afri-
can Development Bank and the World Bank in particular. These 
are investments that leverage U.S. contributions, build global mar-
kets, and help to expand the circle of prosperity. 

Now, turning to Nigeria specifically, I want to make just three 
points. 

The first point is that the global economic crisis may turn out to 
be a good thing for Nigeria. That country’s banking troubles are 
largely local in nature, but the pressure of the crisis exposed the 
hidden problems and forced the actions of the Nigerian authorities. 
In the long run, I believe this will make Nigeria’s financial sector 
stronger and more competitive. 

It is worth noting that real change was not a foregone conclusion. 
The actions of Governor Sanusi have been decisive, credible, and 
transparent. 

My second point is that, even while the steps so far have been 
meaningful, Nigeria’s reforms are still incomplete. The Central 
Bank must contain the final cost of the bailout, sell off the seized 
banks in a fair and transparent manner, and enforce rules to pre-
vent a repeat crisis. 

Yet the future of Nigeria’s banking sector goes well beyond mone-
tary policy. Reforming the oil and gas sector is critical to nurturing 
the domestic capital markets by allowing local banks to finally par-
ticipate in joint investments that are—much of which are currently 
financed through the budget. 

The fiscal situation is also urgent. Savings in the excess crude 
account stood at $20 billion just 20 short months ago, and now are 
almost completely depleted. For this reason, Nigeria’s outlook was 
downgraded by the credit rating agencies last month. 

Success in banking ultimately depends in Nigeria on other steps 
to make the real sectors of Nigeria’s economy more competitive. A 
broken electricity system must be fixed. The fight against corrup-
tion, which had been so promising a few short years ago, has 
waned badly over the last 3 years. This fight must be renewed. And 
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of course, and perhaps most importantly, Nigeria needs a credible 
election in the spring. This is essential if the country is going to 
restore confidence and get back on track. 

And this leads to my final point, which is that Nigeria’s success 
is undeniably in the U.S. national interest. The United States 
needs a strong, capable, and stable Nigeria. Nigeria is the key to 
regional security. It is the neighborhood enforcer in places like Li-
beria and other hot spots of interest to the United States. Nigeria 
is vital to U.S. energy security. It is not only the 5th largest source 
of U.S. oil imports, but instability in the Niger Delta can spike 
international oil prices, and this affects the wallet of every Amer-
ican. 

Nigeria is also the linchpin in our fight against the 21st Century 
transnational threats such as terrorism, disease, and arms traf-
ficking. A weak Nigeria is a source of these dangers. A strong Nige-
ria can be an indispensable ally to contain these threats. 

Last Christmas was a stark reminder of the risks of a weakened 
Nigeria. The would-be bomber on Northwest Airlines Flight 253 
was Nigerian. Yet during that emergency there was no partner for 
the United States on the other end of the line. The United States 
was under terrorist attack and President Yar’Adua was literally 
missing in action, leaving a power vacuum that was dangerous for 
Nigeria and dangerous for the United States. 

Now counterterrorism may seem disconnected from the financial 
sector issues that we are discussing today, but it is in fact closely 
linked to the capacity and credibility of the Nigerian Government. 
Banking is the vanguard of Nigeria’s economy. Fixing the financial 
sector is a prerequisite if the country is going to modernize and join 
the international community as a responsible and dependable part-
ner. 

Let me end my testimony with a quick pitch for a new idea, and 
this is one where Nigeria may be able to learn something from our 
own experience here in America. In the 1980’s, the State of Alaska 
began paying dividends from earnings on oil savings directly to 
State residents. It did this as a deliberate way to check the power 
and wasteful spending of government. 

New technology like iris scanning and mobile banking now make 
it feasible and affordable for any government to make direct pay-
ments to their citizens. Cash transfers are now being used in Mex-
ico, Brazil, South Africa, Bolivia, Mongolia, and elsewhere. They 
may be useful in the Niger Delta, too, where billions of dollars have 
been spent with few tangible benefits on the ground. This waste 
and corruption is one cause of the Delta violence today. The Gov-
ernment of Nigeria has an opportunity with some political courage 
and a little creativity to finally break that vicious cycle. 

Thank you. 
[The prepared statement of Mr. Moss can be found on page 25 

of the appendix.] 
Chairman MEEKS. Thank you so very much for your testimony. 
I thought I saw my colleague earlier from Ohio. Steve Driehaus 

was here, and I was going to allow him to say a few words, but 
if he should come back, we will do that then. 

I guess we will just open it up to questions and have a little give- 
and-take back and forth, and I will start with Governor Sanusi by 
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asking, could you please tell us more about the stress tests that 
you conducted on your banks and what support, if any, that you 
got from the IMF and the policy and the regulatory implications of 
the findings that you received from the stress tests that you imple-
mented? 

Mr. SANUSI. Thank you, Mr. Chairman. 
When we were going to embark on the audits, it was very clear 

to us that there was a problem in the industry, but the problem 
was not evenly distributed. Some banks clearly had liquidity prob-
lems that were coming to the discount window. Other banks had 
a lot of money sitting in the Central Bank. So the interbank mar-
kets had collapsed. We had big banks that had a lot of money and 
a lot of capital but who didn’t trust the other banks enough to 
place money with them. The money was in the Central Bank earn-
ing 1 percent. 

Now to make sure that as the result of examinations we identi-
fied the banks that posed the systemic risk, we worked with IMF 
based on bank balance sheets. What we did was to give them the 
24 Nigerian banks without giving them the names of the banks 
and their financial statements, and they ran a blind stress test. 
And five banks came out as banks that were at risk in terms of 
poor asset quality, poor liquidity, and probably bubble capital. 

Now those five banks were exactly the five banks that were per-
manently at the expanded discount window. So there was already 
a process of self-selection. So when we sent in examiners to the 
first set of 10 banks, we made sure that those 5 banks were in-
cluded; and the findings were consistent with what we expected. If 
anything, they were much worse. Because, clearly, the problem was 
much deeper than we thought it was for a number of reasons. 

First of all, the asset quality problem was much more severe 
than we had thought, the level of exposure to capital market was 
much higher than the banks had previously disclosed, and what 
was sad was that a number of issues we then discovered were not 
just about asset quality or concentration but fraud. 

In the case of the CEO who was recently convicted, $1.2 billion, 
that is the value of total depositors’ funds taken through special 
purpose vehicles and basically used to purchase property in dif-
ferent parts of the world. On the books of the banks, they were 
loans, but it was actually money that was taken out of the banks. 
And we were able to trace the property in Dubai, some property 
here in Maryland, some property in South Africa, some property in 
Nigeria and get—of that property. But the IMF was extremely use-
ful in helping us identify what were the most likely areas to look 
at first, and that helped us deal with the problem very quickly. 

Chairman MEEKS. Let me ask this question. We have also made 
stress tests mandatory in our regulatory reform framework, espe-
cially Central-Bank-driven stress tests for the larger banks. And 
what we have also decided to do was to make the results of the test 
public, that it be mandatory so that we could give information or 
better inform the markets of the risks that they bear. Do you have 
any thoughts or any idea of implementing something similar in re-
gards to implementing this in Nigeria? 

Mr. SANUSI. Yes. In fact, a few weeks ago, we had the IMF Fi-
nancial Market Division come to Nigeria to do training on the 
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stress testing for the Nigerian Central Bank officials and for Nige-
rian banks. We do hope as soon as the banks go through their 
mergers and acquisition to give them guidance on stress tests. This 
will be run on their December balance sheets and their March bal-
ance sheets. What we would like to do is, after the M&A do a 
stress test, then invite the bank to raise more capital and do a sec-
ond stress test after 6 months to make sure that all the banks have 
been adequately capitalized. 

But I should add that in the case of American banks, there are 
other things that need to be done beyond stress testing, including 
looking at the root cause of some of those issues. A stress test, for 
instance, will not solve the problem of a rating agency that gives 
an investment grade rating to a bad loan. A stress test will not 
solve the problem of an investment bank that influences those rat-
ings. So there are serious governance issues that need to be ad-
dressed. 

We have tried to address both the governance issues and the cap-
ital adequacy issues, and perhaps we are trying to avoid the mis-
take of thinking that capital alone will solve the problem. It is 
human beings, and of course we have to look at human beings who 
played a role in this crisis. 

Chairman MEEKS. Thank you. 
Let me squeeze in a question to Ms. Oteh before I turn it over 

to Mr. Miller. 
I have had a number of individuals recently who have just come 

back from Nigeria actually, and they said that the first time—these 
are individuals—some are on Wall Street, some are friends—that 
they are looking at investing in Africa, and in Nigeria in particular, 
and they said they have been looking at it for a long time, but they 
now see that there is potential on the continent. But some are 
starting to look and feel there is also may be a speculative bubble. 
And I was wondering if you had any thoughts on whether Africa 
may in fact be experiencing somewhat of a foreign direct invest-
ment bubble and what systems you have in place to monitor and/ 
or to react to the same. 

Ms. OTEH. Thank you, Mr. Chairman, for the issues that you 
raised. 

Our view is that this is really the ‘‘Decade of Africa’’ in the sense 
that over the last 20 years, across Africa, there have been first-gen-
eration reforms as well as second-generation reforms and some of 
what we are seeing are the dividends of those reforms. In Nigeria 
specifically, they are huge investment requirements. And I don’t 
believe that the level of FDI is sufficient to either take advantage 
of the investment opportunities that we see across several sectors, 
whether it be in sectors—in infrastructure. 

You yourself had mentioned and Mr. Moss also mentioned some 
of the challenges that we face in the power sector. There are clearly 
opportunities both for private-sector investment and for additional 
aid going to other infrastructure. 

There are opportunities in the consumer goods sector that come 
for Nigeria from the size of its population. As you know, Nigeria’s 
population is estimated to be about 150 million people. 

Some of the examples of what has happened in the telecom sec-
tor and how the telecom sector has evolved in Nigeria and other 
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African countries show or give credence to the advantage—fast 
mover advantage which is those who are looking seriously at Afri-
ca, to Nigeria in particular, are able to observe. Thank you. 

Chairman MEEKS. Mr. Miller. 
Mr. MILLER OF CALIFORNIA. The economic peak of your economy 

was driven by oil revenue. How dependent is Nigerian oil revenue 
today and has the economy developed other sources of revenue 
since the drop in oil prices? 

Anyone can answer that. 
Mr. SANUSI. Thank you very much. 
It certainly is a big problem. Because if you take Nigerian GDP, 

42 of gross domestic product is agriculture, but the bulk of agri-
culture is primary production, and we have not taken full advan-
tage of agricultural policies or built a value chain and move us 
from primary production into processing, which is really what you 
need to do, move from primary production to processing to manu-
facturing. And I will give you a few examples. 

Nigeria is the world’s leading produce of cassava, but we don’t 
produce any starch or ethanol. The leather products in northern 
Nigeria, the leather is called Moroccan leather, but Nigerian 
tanneries produce what is called wet blue, which is the basic level 
of processing that gives them profits of 2 cents per square foot. 
Whereas from Morocco, from the same leather base, companies are 
producing leather used by companies like Goodyear and Yves St. 
Laurent. 

We have crude oil. Our refineries are not working. So the real 
challenge of the economy is to fill those gaps and those 
externalities and economic policies geared towards that. 

Now building agricultural productivity and moving up the value 
chain and also fixing the issues of power and infrastructure are 
critical to building manufacturing base. Only 4 percent of GDP is 
manufacturing. And this basically ties again to Chairman Meeks’ 
question. The potential for the Nigerian economy is so great, how-
ever, they have to be harnessed with the right economic policies. 
We don’t have enough foreign direct investment coming in. 

But, historically, we have learned a lesson. We had huge inflows 
coming into the capital market, hot money. So there is a bubble. 
And I think what we want to do is make sure that we attract the 
right investment, turn investment into power, investment into in-
frastructure, into manufacturing, into agriculture, as opposed to in-
vestment into speculative asset price bubbles. 

Mr. MILLER OF CALIFORNIA. Are you seeing capital inflow start-
ing to increase recently? And if that is occurring, you have talked 
about reforming your financial sector and your banks. Are they al-
locating capital in the more transparent merit-based fashion they 
were before? 

Mr. SANUSI. Yes. We are, for instance, as regulators having a 
closer look on the type of inflows that are coming in. We have seen 
plans by, for instance, power companies to come in and set up a 
power plant; and that is the kind of investment that we didn’t have 
2 or 3 years ago. 

But, obviously, we didn’t have those investments because the re-
forms of the power sector themselves had not taken place. So what 
we are pushing at Central Bank and as regulators is to get the 
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right economic policies that will attract the right type of invest-
ment. Otherwise, we continue attracting hedge funds that just buy 
shares. 

Now, clearly, we have seen also investment in the capital mar-
ket. Nigerian companies are really trading, many banks are trad-
ing at below book value. So there is a bargain in there. So many 
people actually see, with the resolution with the asset management 
corporation, with the mergers and acquisition, people see a big up-
side in buying bank shares now; and, therefore, we have seen some 
inflows in that area over the last few weeks. But we would like to 
see more money go into infrastructure, into power, into manufac-
turing; and that is really where the growth will come. 

Mr. MILLER OF CALIFORNIA. It seems like foreign investments on 
your equity markets have been very volatile, especially recently. 
How do you plan to mitigate the impact of that in the future and 
stabilize it in some fashion? We have had the conversations about 
questionable graft or corruption that might be occurring that sends 
a perception that things are not stable enough to create investment 
that is worthwhile. 

Mr. SANUSI. Well, a number of things. First of all, we have to 
continue working on improving the transparency of the system; and 
I think once people understand that markets are transparent and 
disclosure is good and we are fighting corruption, they are going to 
have more confidence in the system. 

A lot of the volatility we saw in 2008 was out of recognition that 
perhaps people were not getting the true story. And I think what 
we have done both at the Central Bank and at SEC is to tell inves-
tors that this is the problem, we have disclosed the problem very 
openly and transparently; and we are dealing with it in a very ef-
fective manner. The fact that some of the most powerful bankers 
and powerful stockbrokers are actually being put in jail lets inves-
tors know that there is a lot of political support for this process and 
that the country as a whole is determined to clean it up, and I 
think this is the first and most important element. 

The second element, of course, is to broaden and deepen the mar-
kets themselves, because that is extremely important. There is a 
limit to how much money can come in to the capital markets. A 
bubble gets created, and then people start selling, and you have a 
bust. But if we actually opened up those areas that are in need of 
investment and fantastic returns are made—we produce 3,000, 
4,000 megawatts of power, and that is for a country of 150 million 
people. Now that is about what Ethiopia will produce in 2012. So 
just imagine the potential for the power. It is bigger than the 
telecoms. If you look at what MTN has done, what AT Satellite has 
done in Nigeria with telecommunications, power is potentially big-
ger than that. 

And the capital market that we have does not list the bulk of the 
economy. All companies are not listed. The telecom companies are 
not listed. Many of the large manufacturers are not listed and not 
the SMEs. So broadening and deepening the capital market and 
continuing economic reforms are, in my view, the way to attract in-
vestment on an ongoing basis. 

Mr. MILLER OF CALIFORNIA. Mr. Moss, do you have a comment 
on that? 
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Mr. MOSS. I think that even if you had an ideal financial sector— 
and I think the other witnesses today have taken tremendous steps 
to try to right Nigeria’s financial sector; it is wonderful to have an 
efficient financial sector—but you can only go so far with the finan-
cial sector if the real sector behind it isn’t competitive. So until the 
oil sector reforms are implemented and implemented well, we are 
not going to really see the banking sector be able to take off in the 
way that it could. 

Similarly, with infrastructure, it would be great—the demand for 
power in Nigeria is tremendous. This should be a huge opportunity 
for domestic and foreign power companies to come in. Nigeria is 
still flaring a lot of its natural gas. There is no reason that couldn’t 
be turned into power. 

But the environment is still so difficult. There is no way, given 
the uncertainties with tariff structure, and uncertainties with con-
tract enforcement, that you would put billions of dollars into the 
power sector right now until you had some more clarity on what 
else was going, what else was going to happen. So, in a sense, I’m 
extremely—I have been watching from the outside extremely im-
pressed with the steps the financial sector has taken, but there is 
only so far you can go with those reforms until the rest of the econ-
omy has to catch up. 

Mr. MILLER OF CALIFORNIA. Thank you. 
Chairman MEEKS. I saw Mr. Sanusi get very antsy, wanting to 

reply. 
Mr. SANUSI. Yes. I want to thank Mr. Moss. I want to give an 

update on what is happening with the power sector. 
The government has actually started the process of reviewing the 

tariffs. We have a new regulatory body in place. We are working 
with the World Bank, and the Minister of Finance is going to ob-
tain partial risk guarantees for that sector, and therefore the re-
forms that were halted 3 years ago are actually on course. 

We believe the only reason that stopped people from investing at 
this moment is the other issue mentioned, the uncertainty over the 
elections. But in terms of the reforms themselves, all the right 
things have been done by President Jonathan; and we do think we 
are going to get a lot of progress in that very shortly. 

Chairman MEEKS. Mr. Moss, let me ask you a quick question 
about your thoughts on how the ‘‘bad bank’’ model has been most 
effectively applied in the past crises. And I was going to ask this 
question to Mr. Sanusi, also, but let me start with you. What do 
you think Nigeria needs to do to get right to ensure that there is 
success in Nigeria, also? 

Mr. MOSS. I’m not going to be so bold as to make banking regu-
latory advice with Governor Sanusi at the same table. I’m not a 
banking regulator. 

What I would say, though, is that the most important aspect 
from the outside if you are an investor considering putting money 
into the Nigerian financial sector is the credibility and trans-
parency of the system. You know there were rumblings even before 
the crisis about lots of—we should call it what it is—collusion be-
tween the banks to lend to each other. Even the push to try to har-
monize financial reporting years was resisted, and the assumption 
from the financial community in London and New York was that 
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is because there is at lot of lending going on between the banks to 
kind of boost the balance sheet just before the reporting period. 

So that is just one example where the credibility of the system 
has been broken and broken quite badly. 

So the greater transparency that the Central Bank and others 
can bring back to the system, then that will help rebuild confidence 
in the financial community in Nigeria. 

Chairman MEEKS. Governor? 
Mr. SANUSI. Thank you very much. 
Two things on transparency. As we have said in our presen-

tation, we have forced the banks to adopt a common year end. All 
banks now publish December 31st. We have pushed for IFRS, and 
that will start from 2012. We have also pushed through certain 
governance changes, change in auditors. Auditors have to be 
changed after a maximum of 10 years, and nonexecutive directors 
have to leave the board after 12 years, and CEOs cannot be there 
more than 10 years. So we have actually put in through changes 
that end up improving transparency. 

On the specific question of the ‘‘bad bank,’’ last year we studied 
the experiences of different countries, including the United States 
Resolution Trust Company, the Japanese experience with—Island, 
and the Asian financial crisis. And what we did with our own asset 
management corporation was to take two companies that are doing 
two different things in Malaysia, the Danaharta and the 
Danamodal, and put them in as one. 

So we have an asset management corporation that is unique in 
the sense that none has been done like that before anywhere. It 
does two things. On the one hand, it purchases nonperforming 
loans, but, on the other hand, it also is a recapitalization vehicle, 
a resolution vehicle in every sense of the word. 

The first stage is to purchase the nonperforming loans. But in 
the event that banks require capital after the purchase of the loan, 
then the asset management corporation can actually inject capital 
into the banks and then take them from there into a merger and 
acquisition situation. So AMCON is critical to resolving the prob-
lems of these eight to ten undercapitalized banks. 

We studied the Malaysian model. We talked to the Governor 
who, as Deputy Governor, was part of the process of setting up the 
two different companies. But because of the legislative process, 
what we did was, rather than to go for two different bills, went for 
one bill that gave us one company that would do all of this. 

We believe that AMCON will be a major part, and it will lead 
to—I think it would be—it is critical. Right now, we have about six 
banks that have reached advanced stages of discussion with merger 
partners. AMCON has already disclosed the basis of valuation, that 
transparency. It discloses that to lock up those assets for at least 
2 years before selling. That is, again, transparency. And when 
AMCON is going to sell shares it will announce that it will sell and 
the terms and conditions of the sale the month it will be sold. So 
there is a process there that makes sure that we have a trans-
parent and credible process all through. 

And on the board of AMCON we have the Director General of the 
SEC, we have the MD of NDIC, we have the Deputy Governor of 
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Central Bank, the government Minister of Finance, nonexecutive 
director. So it is really a well-regulated institution. 

Chairman MEEKS. I’m about to close, but I don’t get this oppor-
tunity to have distinguished individuals come testify before the 
committee from all the way from across the Atlantic Ocean. 

But my final question is this, and this is a question that we al-
ways have. We have had recently here in the United States—it is 
an issue that comes up—and that is the tension that arises be-
tween consumer protection and safety and soundness of the institu-
tions and whether or not a Central Bank can do both at the same 
time. 

And then I think in the special context with—in context with Ni-
geria, because of literacy rates being low and dealing with micro 
finance banks, I was wondering whether or not there was anything 
or any provisions being put in place so that you could protect the 
most vulnerable clients from any kind of bank fraud and/or abuse? 

Mr. SANUSI. Part of what is happening, the reforms, obviously, 
that we have looked at Central Bank itself and the weaknesses in 
the governance structures in the Central Bank and as is contained 
in my testimony we have set up a special risk management depart-
ment in the Central Bank. We have also set up a special consumer 
protection department that is working with the banks to make sure 
that every bank sets up a consumer protection unit, and we take 
complaints. 

We are also working on reforming—on reviewing the Consumer 
Protections Act. Because a major problem, as rightfully mentioned, 
was consumers not knowing their rights and being taken advan-
tage of by the financial institutions. 

Now should it be done by the Central Bank and is that a Central 
Banking role? In most developing countries you find that the re-
sources for doing these things are within the Central Bank, and we 
are best positioned to tie it to our regulatory and supervisory role 
and call the banks to order in the event of exploitative practices. 

So we have put in place structures. We still have a long way to 
go. We haven’t gone as far on the consumer protection and micro 
financial end as we have, for instance, on the financial stability 
end. But, obviously, we have been dealing first with the crisis and 
trying to bring us back from the brink of catastrophe; and then 
these are the building blocks for making sure there is no recur-
rence. 

Chairman MEEKS. Mr. Miller, anything else? 
Mr. MILLER OF CALIFORNIA. Without a doubt, Nigeria has re-

gional influence, and I hope the reforms in your financial sector 
will have a benefit to your neighboring countries and Africa as a 
whole. I applaud you for your reforms. I ask you that you keep 
them up, and your efforts really will benefit your surrounding na-
tions. I thank you for your testimony. 

Chairman MEEKS. Let me also thank you for your testimony. Be-
cause, as indicated I think by Mr. Moss, the United States needs 
a strong Nigeria. In fact, all of west Africa needs a strong Nigeria. 
Because as Nigeria goes, so go many of your neighbors. 

And I just was delighted by the interest that I had in some 
American investors now looking at Nigeria. Whereas just 6, 7 years 
ago, that would have been unthinkable. And it is just amazing. I 
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had people calling me up saying, ‘‘Hey, I just was over in Abuja 
and I’m thinking about putting money in there. What do you 
know?’’ 

And I happened to have told them we are having you here to tes-
tify, and I will tell them after our hearing was over, and I’m going 
back, as I did after we met in Nigeria, that reform is very much 
on the way and it is a place where we can look at investment and 
can really make a difference in having a sound partner in Nigeria 
and moving forward. 

So let me again thank you for your testimony. Some members I 
know that we wanted to be here are not here, so they may submit 
questions or have additional questions for this panel. Therefore, 
without objection, the hearing record will remain open for 30 days 
for members to submit written questions to these witnesses and to 
place their responses in the record. 

That being the case, I now adjourn this hearing. 
[Whereupon, at 4:00 p.m., the hearing was adjourned.] 
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